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STATE OF ILLINOIS COMPTROLLER
JUDY BAAR TOPINKA

Many families and individuals are familiar with the concept of going into debt.  Whether in the form of a mortgage, stu-
dent loan, or credit card, most people – at one time or another – have made the decision that borrowing money was the
right thing to do, even though they know it will cost them more money in the long term.

State government has also taken on debt over the decades, but unlike you and me, it cannot walk into a bank and apply for
a loan.  The state borrows money by issuing bonds.  By issuing these bonds, the state borrows money to pay for some of the
“goods” it provides to those of us who live here.  And as long as investors, both foreign and domestic, have money and are
willing to invest it in Illinois bonds, the state may continue to issue them.

While policymakers may disagree about whether or not the State of Illinois made the right decision by taking on so much
debt, the bottom line is that it must be paid for.  Unfortunately, investors are not willing to give the State of Illinois a dollar
today in return for a dollar tomorrow – the state must pay interest so that the investors get a return on their investment.  As
a result, the state currently makes interest payments on money it has borrowed before.  In the future, it will make interest
payments on the money it is borrowing now.  And the cycle continues.

The State of Illinois may not have a nice home with a big backyard, a college education, or any of the myriad things that
people purchase with the “plastic” to show for the debt it took on – but it did provide funding for items such as roads,
schools, mass transit projects, and environmental initiatives.  However, as long as the state government must borrow money
to provide for these infrastructure needs, the interest costs will continue to eat away at our budget.  In fiscal year 2013, Illi-
nois spent $1.45 billion on its general obligation bonds’ interest payments alone.  Every dollar spent on interest payments is
a dollar not spent on some other pressing need.

In this issue of Fiscal Focus, we discuss the types of bonds, the costs of borrowing, the impact of bond ratings, pension
bonds and several other important debt-related topics as well.

We hope you find this issue of Fiscal Focus to be informative.  If you have any comments, please feel free to share them with
us at (217) 782-6000 or at our website www.illinoiscomptroller.com.

UPDATE: Close to 95 percent of state worker payroll checks and
nearly 65 percent of commercial payments are now made electroni-
cally as the Comptroller’s Office continues to work with vendors to
transition to Direct Deposit.  

In 2011, Comptroller Topinka was instrumental in the enactment of
a law that would penalize vendors who didn’t sign up for this more
efficient and cost saving  practice. When the new push for direct
deposit was started in 2011, approximately 25 percent of the com-
mercial payments were made electronically. This has saved Illinois

taxpayers almost $630,000. 

“We’re saving money and making state government more efficient,”
Topinka said.  “The response has been encouraging and we’re going
to build on that success in the coming year.”

The creation of an Enhanced Vendor Remittance site has contributed
to the growth of Direct Deposit.  The site allows Direct Deposit vendors
to check on the status of payments and view transactions from the last
three fiscal years.  Go to www.illinoiscomptroller.com to learn more.



Local Finances Made Transparent Online

After you spend some time in The Warehouse, head over to
the Comptroller’s Ledger web page (http://ledger.illinois-
comptroller.com/) where the commitment to government
transparency continues. More than 385,909 people have vis-
ited the web site to search state salaries, contracts and bill
backlogs, since it was launched in April 2012. The record for

page views was set by 7,238 people on August 28, 2013.
“Taxpayers should have this information when they want it,
after all they are footing the bill,” Topinka said.  “We will
continue to work to make all of this information as accessi-
ble and understandable as we can.  Stay tuned to these sites
for up-to-date info.” n

Transparency Site
Passes 385,000 Hits

Ledger
Update

Comptroller Opens The Warehouse
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Comptroller Judy Baar Topinka’s newest
online transparency portal to local govern-
ment finances is open for business! With 
a few clicks through the Warehouse, 
Illinois residents can find the financial
reports that have been filed by their local
governments. Each year, the Comptroller's
Office collects more than 9,200 financial
reports from counties, municipalities, and
special taxing districts across the state. 

This searchable database is available on
your desktop computer, tablet or phone by
visiting www.illinoiscomptroller.com. Resi-
dents can comb through the online Ware-
house and search by report type, unit of
government or community name.  Data
pertaining to that inquiry will include infor-
mation such as the community’s financial
report, audit and/or Tax Increment Finance
report.  Visitors will also be able to com-

pare that data to any other community or
unit of government in Illinois.
Information dating back to fiscal year 2011
will be available on the site. Each unit of
local government may operate on a slightly
different fiscal year, but are required to turn
their reports in within 180 days after the
conclusion of their fiscal year. Illinois Office
of the Comptroller staff posts the reports 
as soon as they become available. n



Over the last four years, state officials have borrowed money for
various purposes, totaling $16.1 billion, including the most recent
$350 million bond deal in December 2013. This money is being
spent on updating roads, bridges, state facilities and schools as well
as pension payments.  They’ve made these decisions and now Illi-
nois taxpayers are on the hook for the principal and interest pay-
ments of these loans for the next 25 years.
Long-term bonds are typically issued to finance the costs of proj-
ects with a longer useful life like land purchases, road and building
construction projects.  Short-term certificates may be issued to
help the state with cash flow needs.   
Direct debt of the state is repaid by the state’s revenues.  Under
Section 9 of Article 9 of the State Constitution, direct state debt can
be authorized by the vote of three-fifths of each house of the Gen-
eral Assembly or by the majority of electors voting in a general
election.  Issuance of these bonds is primarily the responsibility of
the Governor’s Office of Management and Budget (GOMB).  
Conduit, indirect, and moral obligation debt can be issued by Illi-
nois’ agencies and authorities, and some of these bonds might
have a claim on state revenues while other bonds stand on their
own.  For additional information on these other types of debt, the
Office of the Comptroller publishes an annual Bonded Indebted-
ness and Long-Term Obligations Annual Report that is available on
the office’s website at www.illinoiscomptroller.com.

TypES Of LONg-TERm STaTE DEbT—
general Obligation bonds
General obligation (GO) bonds are the largest of the state’s direct
borrowing programs.  Backed by the full faith and credit of the
State of Illinois, the state essentially pledges to repay these bonds
before any other financial commitments.  In practice, the debt
service principal and interest on the bonds is repaid primarily from
the General Revenue Fund (GRF), the Road Fund, the School Infra-
structure Fund (SIF), and the Capital Projects Fund.  
GO bond proceeds fund a wide range of projects such as road
improvements; university, state agency and correctional facilities
construction and maintenance; environmental and conservation
projects; mass transit and aviation projects; and elementary and
secondary school construction grants.
At the end of fiscal year 2013, $26.87 billion in GO bonds was out-
standing, including $14.686 billion of GO pension funding bonds.
At the end of fiscal year 2002, approximately $7.63 billion in GO
bonds was outstanding.  The amount outstanding has increased
substantially since then with the issuance of the three series of
pension funding bonds (more on pension funding bonds on page
10).  Outstanding bonds issued for capital purposes fell between

2006 and 2009, as the state’s capital program slowed down from
earlier levels as authority to issue bonds dissipated.  Beginning in
fiscal year 2010, bond issuance surged under Illinois Jobs Now! and
the Build America bond program (where the state receives federal
subsidies of a portion of the interest cost).  Pension bonds were
issued in 2010 and 2011 as well.

Debt service on GO bonds has increased significantly in the last two
years due to the issuance of the 2010 and 2011 pension bonds.
Additionally, debt service tied to Illinois Jobs Now! (primarily
reflected by the increases in debt service on Road Fund and Capital
Projects Fund supported bonds) has increased the debt service
payments for capital purposes in recent years. Total GO debt serv-
ice totaled approximately $2.97 billion in fiscal year 2013, of which
$1.4 billion was for capital related bonds.
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$127 Billion. Is Illinois Drowning in Debt?
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—COVER STORY—

A LOOK AT ILLINOIS’ DEBT AND CREDIT RATING CHALLENGES
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build Illinois bonds
Build Illinois bonds are state-issued revenue bonds primarily
backed by the state’s share of sales tax receipts.  Initiated in
1985 and expanded several times since then, the Build Illinois
program focuses on economic development through business
development, infrastructure construction, education and
environmental protection.

At the end of fiscal year 2013, there was roughly $2.8 billion
in Build Illinois bonds outstanding, up from under $1.76 bil-
lion outstanding at the end of fiscal year 2002.  Build Illinois
bond authority increased in 2009, allowing the program to
begin issuing bonds again under Illinois Jobs Now!  The
largest year for Build Illinois capital bond sales was fiscal year
2012 when nearly $725 million was issued.  
Debt service on Build Illinois bonds has increased each year
since fiscal year 2002, except for a slight drop off from 2008
to 2009, due to no Build Illinois bonds being issued in 2007 or
2009.  Bond sales of $530 million in fiscal year 2010, as the
Illinois Jobs Now! issuance began, led to increases in recent
years.  Debt service in fiscal year 2002 was $169.1 million,
compared to about $342 million in fiscal year 2013.  

RaTINg agENcIES
When governments issue bonds, independent credit rating
agencies assign a rating to the issue. The ratings assigned to

all bonds associated with the State of Illinois affect interest payments and therefore, the cost to Illinois taxpayers.  Individual bond ratings
vary, but the general and special obligation bond ratings are directly related to the financial condition of the state. The ratings often influ-
ence the cost to the state of borrowing from the markets.  A higher rating usually means lower interest costs for borrowing, while lower rat-
ings usually mean higher interest rates.  
There are currently three rating agencies: Moody’s Investor Service (“Moody’s”), Standard and Poor’s (“S&P”), and Fitch Ratings (“Fitch”).
Typically, the state will choose to get ratings from all three agencies, as different investors have differing levels of comfort with the agen-
cies.  The ratings serve as a gauge of the credit worthiness of the state and are intended to be an indicator of the odds of repayment of the
debt. Ratings reflect the views of the rating agencies, and an explanation of the significance of the ratings may be obtained only from the
respective rating agencies. 

–5    –
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At any point in time, Illinois has various types of debt and obligations
and reports reveal  a wide variety of numbers claiming to be the
state’s debt number.  These numbers vary based on what is included
and the assumptions about future events that affect how the num-
bers are valued in today’s dollars.
This Fiscal Focus cover story primarily looks at bonded debt issued
directly by the state that must be repaid by the state’s taxpayers.
This debt, $29.7 billion, is a firm number as there is a specific repay-
ment schedule in place to repay this debt.    
Most bigger numbers out there include the state’s pension unfunded
actuarial accrued liabilities(UAAL).  This is an estimate of the shortfall
in pension assets to cover the estimates of the accrued liabilities of a
defined benefit pension system.  As of June 30, 2013, this number,
$97.5 billion, included the UAAL of the five state systems – the Down-
state Teachers’ Retirement System (TRS), the State Universities
Retirement System (SURS), State Employees’ Retirement System
(SERS), the Judges’ Retirement System, and the General Assembly
Retirement System (GARS).  
The systems estimated $97.5 billion in UAAL according to the actuari-
al assumptions put into place by each system’s boards of trustees,
with the assets valued at market basis.  Adding the state’s bonded
indebtedness of $29.7 billion to that number totals $127 billion out-
standing as of the end of fiscal year 2013.  

WHAT’S IN A NUMBER? $127 BILLION.
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The ratings agencies have criteria that they use to evaluate the
credit worthiness of debt to assign their rating. Municipal bonds
historically have had low default rates, and state GO bonds backed
by the full faith and credit of the state have been among the
strongest bonds in the municipal market.  In April 2010, Moody’s
and Fitch “recalibrated” their municipal ratings by shifting the rat-
ings of governmental debt generally upwards to standardize ratings
across all types of issuers.   

HOw ILLINOIS STackS Up
The ratings on GO bonds can be the best indicators as to what the
rating agencies think of the state’s financial health. Of the states

that issue general obligation bonds, most are rated in the
AAA/Aaa or AA/Aa range. As of September 30, 2013, California
and Illinois are the only states with GO bonds that are currently
rated in the A range by all 3 rating agencies.  California has been
at these ratings since 2010 when its rating benefited from the
recalibration to the scale done by Moody’s and Fitch.  
Missouri and Texas retain a AAA/Aaa rating from all 3 agencies.
Florida has triple-A ratings from 2 of the 3 rating agencies.  
The rating agencies have different areas that they focus on in
their analyses of credit worthiness, but one area reviewed is the
debt burdens among the states – in particular the debt per capi-
ta and the outstanding debt as a percent of personal income.
Moody’s publishes an annual review of state “net tax-supported
debt” burdens (defined by Moody’s as “debt secured by state taxes
or other operating resources which could otherwise be used for
state operations”) that includes comparative statistics of debt as a
percent of the state’s collective personal income and the amount
of outstanding debt per person in the state. 
According to the 2013 report looking at all states, Illinois was 9th in
debt per capita and 10th in debt as a percent of personal income
overall.  Illinois’ debt burden took a significant jump in 2003 and

again in 2010 with the issuance of pension bonds. California and
Illinois, similarly poorly rated states, currently have similar debt
burden levels. The best rated states in the graphs generally had 
significantly lower debt burdens than Illinois and California.  

A notable exception is Massachusetts, currently rated Aa1 by
Moody’s even with debt burden levels that were 2nd highest
among states with GO bond ratings.  Moody’s in a September 2012
rating review noted that Massachusetts has “strong financial man-
agement in financial downturns,” significant budget reserves and a
willingness to move them higher, and a relatively strong economic

performance in recent years, offsetting high debt ratios and pen-
sion funding concerns that led to this strong rating.  

ILLINOIS’ RaTINgS HISTORy 

This chart illustrates the rating history of State of Illinois GO bonds
since 1990. As illustrated to the right, initial rating downgrades
tended to occur after recessions began to weaken the state’s fiscal

Moody's S&P Fitch
Aaa AAA AAA
Aa1 AA+ AA+
Aa2 AA AA
Aa3 AA- AA-
A1 A+ A+
A2 A A
A3 A- A-
Baa1 BBB+ BBB+
Baa2 BBB BBB
Baa3 BBB- BBB-
Ba1 BB+ BB+
Ba2 BB BB
Ba3 BB- BB-
B1 B+ B+
B2 B B
B3 B- B-

Rating Agency Scales
Long-term bond issues*

Lo
we
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   H
igh

er
 

*Lower quality issues could receive 'C' scale ratings following a 
similar pattern.  Explanation of  the significance of ratings may 
be  obtained from each rating agency. 
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State Fitch Moody's S&P
California A-minus A1 A-minus2
California A A1 A
Florida AAA Aa1 AAA
Illinois A-minus A3 A-minus
Massachusetts AA-plus Aa1 AA-plus
Michigan AA Aa2 AA-minus
Minnesota AA-plus Aa1 AA-plus
Missouri AAA Aaa AAA
Nevada AA-plus Aa2 AA
New Jersey AA-minus Aa3 AA-minus
New York AA Aa2 AA
Ohio AA-plus Aa1 AA-plus
Oregon AA-plus Aa1 AA-plus
Pennsylvania AA Aa2 AA
Texas AAA Aaa AAA
Wisconsin AA Aa2 AA

SOURCE: The Bond Buyer, September 30, 2013.
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Rating Agency Scales

    
    

    
    

  
 

          
   Explanation of  the significance of ratings may 

b   obtained from each rating agency. 



position. Further downgrades following a
recession would occur if the state showed 
limited willingness to address the fiscal sit-
uation.  Rating upgrades in the late 1990s
were due to improving cash positions,
decreasing Medicaid backlogs, declining gen-
erally accepted accounting principles (GAAP)
deficits, and good economic performance.

It is apparent from the chart that after the
Fitch and Moody’s downgrades in 2003 fol-
lowing the 2001 recession, in the rating agen-
cies’ eyes, the state never regained its fiscal
footing sufficiently enough to merit upgrades.
Persistent GAAP deficits and pension system
funding challenges, along with limited budget-
ary surpluses and payment delays, were noted
during this timeframe. 

Since December 2008, the state’s GO bonds have been down-
graded four times by Fitch, four times by S&P, and five times by
Moody’s.  Illinois also has a negative outlook – meaning the possi-
bility for further downgrades persist – with Fitch and Moody’s, 
as they remain concerned by the state’s fiscal position.  

STaNDaRD aND pOOR’S 
On December 10, 2013, Standard & Poor’s revised Illinois’ GO
credit outlook to A- with a developing outlook from A- with a
negative outlook.  The change followed the legislature’s pas-
sage of P.A. 98-0599 (pension bill), and indicates that Illinois’
rating could be raised or lowered within the next two years,
depending on whether the changes are implemented and the
state’s structural budget issues are addressed, or if the law is
invalidated by a court and budget problems are not solved.
S&P last changed Illinois’ credit rating on January 25, 2013, low-
ering it to an A- with a negative outlook from an A with a nega-
tive outlook. S&P stated that the action “reflects what we view as
the state’s weakened pension funded ratios and lack of action on
reform measures intended to improve funding levels and diminish
cost pressures associated with annual contributions.” S&P kept the

negative outlook for the state’s rating due to additional pension
funding challenges and concern about the expiration of income tax
increases in 2015.
The A- rating is one of the lower ratings that S&P gives state-level
GO bonds. In the report, S&P listed the “deep and diverse econo-
my” supported by Chicago, “above-average income levels,” a
statutory debt service payment priority, and the “almost unlimited
ability to raise tax and other revenues due to [the state’s] sover-
eign powers and the absence of constitutional revenue-raising lim-
its” as positive qualities of the state’s bonds. But it also expressed
concern about the persistent budget deficits in recent years, even
with the income tax increase; large GAAP basis deficits; large
unfunded pension liabilities; and the “moderately high and grow-
ing debt burden” of the state.
S&P said that it could revise the outlook to stable if Illinois enacts
pension reform that cuts costs to the state and takes meaningful
steps toward structural budget balance over the next two years.
However, it also cautioned that “[w]hile it is unusual for a state rat-
ing to fall into the ‘BBB’ category, lack of action on pension reform
and upcoming budget challenges could result in further credit dete-
rioration, particularly if it translates into weaker liquidity.”

COVER STORY continued __________________
 

 

  

 
 

  

 
 

  

xa T TaNet -
as a % of P

 
 

  

- ed DebortSupp
Incomeal nsoreas a % of P

 
 

  

t ed Deb
Income

 
 

  

 
 

  

%0.8

%0.9

.0%01

 
 

  

seuassachM

 
 

  

as a % of P
sttse rko YewN Cali

 
 

  

Incomeal nsoreas a % of P
iarnfoCali isonliIl oFl

 
 

  

Income
adir oOhi syennP

 
 

  

iaanlv

 
 

  

%0.4

%0.5

%0.6

%0.7

 
 

  

 
 

  

 
 

  

 
 

  

 
 

  

 
 

  

%0.0

%0.1

%0.2

%0.3

 
 

  

 
 

  

 
 

  

 
 

  

 
 

  

 
 

  

0002

dooMrce:uSo

 
 

  

1002 2002 2

Repos anediMebt DState s 'yd

 
 

  

300 4002 5002

4002rts, Repo - 3102

 
 

  

6002 7002

 
 

  

8002 9002 0102

 
 

  

0 1102 2102

  
 

  

  

  

  

  

  

  

     

 

  
 

  

  

  

  

  

  

  

     

 

  
 

  

  

  

  

  

  

  

     

 

l Oareneis GollinI   
 

  

  

  

  

  

  

  

     

 

sdnoBniotaligbl O   
 

  

  

  

  

  

  

  

     

 

  
 

  

  

  

  

  

  

  

     

 

  
 

  

  

  

  

  

  

  

     

 

  
 

  

  

  

  

  

  

  

     

 

2 A/A

1A /+A

3a A/-AA

2a A/AA

1aA /+AA

aa A/AAA

  
 

  

  

  

  

  

  

  

     

 

  
 

  

  

  

  

  

  

  

     

 

gniatR
l Oareneis GollinI   

 
  

  

  

  

  

  

  

     

 

yrtosi Hg
sdnoBniotaligbl O   

 
  

  

  

  

  

  

  

     

 R

  
 

  

  

  

  

  

  

  

     

 *nioratalibceR

  
 

  

  

  

  

  

  

  

     

 

  
 

  

  

  

  

  

  

  

     

 

3 A/-A

e rdamhtci F&s'ydoo*M

  
 

  

  

  

  

  

  

  

     

 

site tast so mroftsentmsujd agntiae r

  
 

  

  

  

  

  

  

  

     

 

yoodM
.seruss

  
 

  

  

  

  

  

  

  

     

 

s'y P&S hctiF

  
 

  

  

  

  

  

  

  

     

 

  
 

  

  

  

  

  

  

  

     

 

  
 

  

  

  

  

  

  

  

     

 

— continued on next page

WWW.ILLINOISCOMPTROLLER.COM DECEMBER 2013–7–



fITcH
On June 3, 2013, Fitch downgraded Illinois’ GO bonds’ rating from an A to an A- with a 
 negative outlook. Fitch noted: “The downgrade reflects the ongoing inability of the
state to address its large and growing unfunded pension liability, most recently through
the failure to pass pension reform during the regular legislative session that ended May
31, 2013.  Fitch believes that the burden of large unfunded pension liabilities and grow-
ing annual pension expenses is unsustainable, and that failure to achieve reform meas-
ures despite the substantial focus on this topic exacerbates concern about manage-
ment’s willingness and ability to address the state's numerous fiscal challenges.” It said
that the negative outlook reflects the need for a permanent solution to the state’s
structural imbalance between spending and revenues, in addition to pension funding.
Fitch warned that maintaining the A- rating will require action before the scheduled
expiration of the temporary income tax increases in fiscal year 2015. According to its
report, “[d]eterioration in the state's financial position, as evidenced by excessive use of
non-recurring revenues or additional payment deferrals would likely lead to a negative
rating action.” The rating was reaffirmed in December 2013.

mOODy’S
In June 2013, Moody’s revised Illinois’ GO bonds’
rating from an A2 with a negative outlook to an
A3 with a negative outlook, citing the fact that
the legislature adjourned its spring 2013 session
without addressing the state’s large pension lia-
bilities.  It also expressed concern about the
state’s bill backlog, especially with the coming
expiration of the fiscal year 2011 income tax
increases.  According to its report, “An A3 rating,
while very low for a U.S. state, is consistent with
the General Assembly’s inability to steer the
state from a path to fiscal distress.”  
Moody’s maintained its negative outlook

COVER STORY continued______________________________________________

Under the federal American Recovery and
Reinvestment Act of 2009 (ARRA) and Illi-
nois’ Public Act 96-828, Illinois issued five
series of Build America bonds in 2010
totaling $3.2 billion.  Build America bonds
were state general obligation bonds
issued through the taxable market
(instead of the tax-exempt market, so
bond purchasers cannot claim a tax
deduction on earnings) where pursuant to
ARRA, the state expects to receive a cash
subsidy payment from the United States
Treasury on or about each interest pay-
ment date.  Any cash subsidy payments
received by the state are deposited into
the State Treasury.  
Originally, the subsidy payment to the
state totaled 35% of the interest payment
the state owed to the purchasers of the
bonds. However the subsidy payments did
not constitute the full faith and credit
guarantee of the United States Govern-
ment; they are only required to be paid by
the United States Treasury under ARRA.
The subsidy payments to issuers of these
types of bonds were lowered by 8.7%
when the ‘sequestration’ (federal budget)
cuts were implemented on March 1,
2013.  The state should receive more in
2014 as the budget cuts will only reduce
these payments by 7.2% from the original
amount, effective October 1, 2013.  
In fiscal year 2012, $63.9 million in federal
subsidies were deposited into the state’s
bond debt service account and in fiscal
year 2013, $59.2 million was deposited. 

BUILD AMERICA BONDS 

Although the number of defaults on rated municipal bonds (bonds 
issued by government units) increased during the recession, default

rates on such bonds are still very low.  Ratings agency Moody’s Investor Service
reported 11 defaults on its rated long-term bonds in 2010 and 2011. That aver-
age of 5.5 defaults per year compares with an average 1.5 defaults per year
from 1970 to 2009, reflecting financial difficulties faced by municipalities during
the recession.  However, there have been only 71 municipal bond defaults on
Moody’s-rated bonds from 1970 to 2011, which indicates the general stability of
the municipal bond market. 
Municipal general obligation (GO) bonds have an even lower default risk within
that category.  Over the 41-year period studied by Moody’s, only 5 of the 71
rated municipal bond defaults were on GO debt.  The average cumulative
default rate on investment-grade GO debt during that time was about 0.007%,
compared to 0.083% for non-GO debt. Since GO bonds are secured by the full
faith, credit, and taxing power of the issuer, they have a strong likelihood of
being repaid.  Non-GO bonds, which are secured by revenues from a project or
other specified sources, have a slightly higher default rate, since the projects or
revenue sources might not be as successful as anticipated.
Moody’s expects municipal debt defaults to remain rare.  Unlike some corporate
issuers, municipalities usually have little to gain by defaulting, because their
bonds are structured such that they have few refinancing risks, and debt service
typically represents a low percentage of their total expenditures. Also, debt
defaults could cause municipal issuers to be shut out from lending markets and
face higher borrowing costs.  However, Moody’s cautions that another recession
or federal debt crisis could cause municipal default rates to rise.
___________________________________________________________________________________________________________________________________

Source:  Moody’s Investors Service, “U.S. Municipal Bond Defaults and 
Recoveries, 1970-2011” (March 7, 2012).  

MUNICIPAL DEBT DEFAULTS REMAIN
RELATIVELY RARE AT THE LOCAL LEVEL

— continued on next page
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because of its “expectation that Illinois’ pension
liabilities will continue to grow, in the absence
of substantive reform efforts, and that annual
funding requirements will become unmanage-
able, particularly if no steps are taken to
address the loss of revenue from expiring
income tax increases in 2015.”  Moody’s noted
that implementing a long-term pension funding
plan and reducing the bill backlog could make
the rating go up; but further pension funding
problems, failure to address the coming tax rate
decrease, and evidence of difficulty accessing 
the capital markets could make it go down. The
rating was reaffirmed in December 2013. 

ImpacT Of RaTINg cHaNgES ON 
DEbT SERvIcE cOSTS

It is difficult to precisely measure the impact of
a bond rating change on the price for which
bonds are sold.   Many factors impact the prices for which state GO
bonds are sold, such as state tax laws (i.e., states that allow interest
payments to be exempt from state income taxes will have lower
interest rates than those that do not and states with higher tax
rates will see a bigger interest rate reduction due to the tax exemp-
tion) and the amount of similar debt available in the market.  

Additionally, many investors are aware of many of the same con-
cerns that the rating agencies use as a rating basis.  Therefore, even
before a rating agency moves to lower a rating, the market may be
aware of this deterioration in creditworthiness and take that into
account in the pricing of bonds.  So the actual downgrade may not
actually impact the interest rates dramatically after a downgrade.

Previously, bond market watchers hypothesized that rating changes
at higher bond rating categories might change prices by as much as
10 basis points (or 1/10th of a percent). The accompanying chart
illustrates what that would cost an issuer on a $300 million “level
principal” bond sale if average interest rates increased from 3.4 per-
cent to 3.5 percent. (Under a “level principal” sale, an equal amount
of principal is paid annually, along with interest, so annual debt serv-
ice costs start out high and decrease every year. Ilinois law requires
this type of payment for GO bonds).

It would roughly cost an issuer an additional $300,000 in the first
year after issue, but as principal is paid off, the differential narrows
to $12,000 by the last year the bonds are outstanding. Overall, the
additional cost of an additional 10 basis points is $3.9 million over
the life of the bond sale. Illinois is currently 3-4 rating “notches”
below where it had been historically on the rating scale (it had been
at an AA/Aa2 for many years)—and it is possible that lower down on
the rating scale, further downgrades may trigger higher interest rate
increases than downgrades for higher quality issues – which would
add to the additional amount that Illinois is paying in debt service
costs relative to its historical position. 

LOOkINg aHEaD TO ILLINOIS’ RaTINgS fUTURE

Illinois’ GO bond ratings have struggled in the last decade as the
state has had increasing debt burdens, budgetary challenges due to
two fiscal crises, and pension payment issues.  Fortunately, interest
rates in the municipal bond market have been at very low levels,
which have offset the financial impact of the rating downgrades.  

What will it take to change the state’s ratings? Several states have
come back from low ratings, in some cases returning to AAA levels,
and even Illinois received ratings upgrades in the latter half of the
1990s after the state dealt with the challenges of the early 1990s
recession. Analyses from the three rating agencies make it clear
that Illinois will have to focus on reducing its backlog of unpaid 
bills, addressing the structural imbalance in the state’s budget, 
and dealing with
the state’s pension
funding challenges
before a rating
increase can be
contemplated. 
A tall order indeed,
but one that should
be undertaken to
restore stability to
the state’s finances
and ensure a more
promising future
for the state’s
economy.  n
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In the last 10 years, the state of Illinois has issued $17.2 billion
in general obligation pension bonds that taxpayers will not com-
pletely pay off until 2033.  For the majority of those years, tax-
payers will pay at least $1 billion in debt service on those bonds.
That is money in an already tight budget that won’t be spent
elsewhere.  
There are two reasons the state might decide to provide funds
to pension systems through the issuance of bonds.  Bond
monies can make the state’s employer pension contribution for
the year, thus freeing additional General Funds revenues for
other operational expenditures.  Plus, bond profits could help
the pension systems’ financial health if investment returns on
bond proceeds are higher than the debt service costs.  This
sometimes happens in the municipal bond market because of
its lower interest rates.
However, the rationales for issuing
bonds come with significant drawbacks.
Issuing bonds to ease budget pressures
only pushes the state’s employer contri-
bution into future years. At that point,
the state will also be making debt serv-
ice payments as well as the annual con-
tribution.  Counting on bonds to produce
a profit can also backfire if there is a
market downturn. This would leave the
state having to pay the debt service
costs out of the budget – instead of
using profits – and increase the unfund-
ed pension liability. 
Since June 2003, Illinois has issued three
series of pension bonds. The largest,
which was worth $10 billion in June 2003,
was followed by issues of $3.5 billion in
January 2010 and $3.7 billion in March
2011.  Each issue produced enough rev-
enue to allow the state to make its
employer’s contribution for the respective year instead of using
General Funds revenues.  The June 2003 issue also contained
$7.3 billion in supplemental funding to the pension systems and
$500 million for debt service costs.  

HaS THE ISSUaNcE Of pENSION bONDS bEEN gOOD 
pOLIcy fOR ILLINOIS?  
Pension bond debt service is a significant burden on the current
budget. Debt service on the three previously mentioned pen-
sion bond issues will exceed $1.6 billion in fiscal year 2014.
Under the retirement schedule, debt service will not drop below

$1.3 billion until fiscal year 2020 when both the 2010 and 2011
issues will have matured.  
Two of the three issues have debt service schedules that push
the bulk of the principal payments towards the end of the
bonds’ maturity.  The 2003 issue included bonds with 2033
maturity dates.  Retirement of the principal began in fiscal year
2008, but 48 percent of the principal payments are due
between fiscal years 2029 and 2033.  The 2011 issue included
bonds with maturity dates through fiscal year 2019. Forty-nine
percent of the principal is to be retired during fiscal years 2018
and 2019.  Only the 2010 issue has level payment of principal
over a five-year maturity period. 
The state is paying relatively low interest rates for each of these
bond issues. The average interest rates range from 3.85 percent

for the 2010 issue, 5.56 percent on the 2011 issue, and 5.05
percent for the 2003 issue.  From an arbitrage point of view, 
the 2003 issue appeared to be a successful gamble for four
years thanks to double digit investment returns each of these
years.  Unfortunately, those gains were wiped out with the mas-
sive decline in market values during fiscal years 2008 and 2009.
Investment yields turned positive for fiscal years 2010 and
thereafter, but the overall success of pension bonds will depend
on the extent the economy and financial markets are able to
recover from the recession and investment returns over the
remaining life of the bonds.  n

Pension Bonds Free Up Money, at a Cost
FOCUS ON DEBT
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Aging buildings and infrastructure tend to be less safe, more
expensive to maintain, or in need of expansion to better serve
their purposes. 
That is an issue leaders in the public and private sectors face on
a regular basis. However, these same leaders are still trying to
make up for lost revenues that resulted from the Great Reces-
sion. And often that means those projects, though needed or
potentially beneficial, are put on the shelf for another day.
Hoping to address the ever-expanding list of backlogged public
construction projects, Illinois lawmakers passed a capital plan in
2009 that was expected to raise $31 billion from a number of
tax increases and bond sales. The package has put laborers des-
perate for work back on the job and replaced some of the
state’s deteriorating infrastructure.
But the state is not the only entity in Illinois that issues debt for

capital investments.  That’s why some groups
have sought assistance from one of the state’s
bonding authorities charged with encouraging 
economic growth.  
These “quasi-state agencies” are granted authority to issue con-
duit debt (i.e., the debt service is entirely repaid by the underly-
ing entity with no state assistance) on behalf of private compa-
nies, hospitals, public and private colleges and universities, not-
for-profits, and local governments.  Some of the authorities also
have authority to issue “contingent” and “moral obligation”
debt, which in some circumstances may call upon state rev-
enues to be repaid.  Many of the bond authorities can issue
bonds where the interest payments to bondholders are exempt
from Illinois income taxes, which may reduce the borrowing
costs of the entities issuing through the authorities.

In 2013, the largest of these agencies, the
Illinois Finance Authority (IFA), issued nearly
$2.1 billion in bonds for projects and to
refinance higher interest debt.  At the end
of fiscal year 2013, indebtedness of the
authority approximated $24.5 billion. Pro-
ceeds from recent bond sales financed the
construction of educational facilities at Loy-
ola University and the University of Chica-
go, and assisted healthcare facilities and
senior housing facilities. 
Another statewide bond authority, the 
Illinois Housing Development Authority,
can issue bonds to provide better housing
for low to moderate income households,
limited to $3.6 billion outstanding at any
one time. Bond issues are not obligations
of the state. Certain bonds issued by the
Authority may be covered by the state’s
moral obligation pledge, in which the state
may be asked to cover the debt if revenues
supporting the bonds fall short, but this is
granted by the Governor at the time of the
original bond issue and currently covers
very few IHDA bonds. Indebtedness of the
authority totaled $1.76 billion at the end 
of fiscal year 2013.
A number of smaller bonding authorities
have more limited jurisdiction.  As shown
in the table (to the left), there are at least
11 authorized development authorities

State Authorities Assist with Debt
FISCAL SMARTS
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mOST DEbT SERvIcE ENTIRELy REpaID by UNDERLyINg ENTITy



Repaying federal debts is now up to an eight-year task for the
state of Illinois.

Illinois’ Department of Employment Security, with the assis-
tance of the Governor’s Office of Management and Budget
(GOMB), issued in July 2012 nearly $1.47 billion in revenue
bonds to reimburse the federal government for mounting debts
incurred through the state’s unemployment insurance program. 

The bonds were issued under authority provided by Public Act
97-621. Among other things, the Act authorized up to $2.4 bil-
lion in bonds to cover the debt. 

Officials said before the offering they believed the bond market
would provide a fairly low interest rate to repay the federal
loan. In the end, the bonds were issued at an interest rate of
approximately 2.2 percent.  The final maturity date was sched-
uled to be June 15, 2021, although many of the bonds are
callable before then if surplus revenues are available to make
the payments.  In fact, the longest piece, Series 2012C, was paid
off early in June 2013. If the bonds are called early, the final
interest rate on the bonds is expected to be closer to 1.46 per-
cent.  The bonds will be repaid from the fund-building rate that
is part of employers’ state unemployment insurance tax rate.
As of June 30, 2013, $1.267 billion remained outstanding.

The new revenue should shield Illinois business owners from a
federal unemployment tax increase that would have repaid the
debt directly and possible interest penalties due to the extend-
ed shortfall in the fund. Because business owners are responsi-
ble for paying federal unemployment taxes, they would be the

ones affected had Illinois’ tax rate been adjusted to honor the
loan.  Issuing the bonds is expected to save businesses more
than $400 million over the next few years. 
As was the situation in many states suffering from months of
double-digit unemployment rates throughout the recession,
demand for the out-of-work benefits surpassed the amount of
money available in the state’s Unemployment Trust Fund. Fed-
eral officials extended loans to the states in order to expand the
program’s availability. All told, as of December 10, 2013, states
still owe $20.2 billion to the federal government for unemploy-
ment program loans, according to the U.S. Department of
Labor. 
While there had been some discussion at the federal level of
giving states more time to repay their loans without penalties,
Illinois budget hawks decided to explore the bond market in the
event states would be held to their debts.
Though Colorado, Idaho, Michigan, Pennsylvania, and Texas
have issued bonds for the same reason, a number of other
states, such as California and Indiana, have opted to let their
business communities assume responsibility for the debt. A fed-
eral offset program has recaptured $51.2 million in New York
unemployment insurance abuse, which does not cover the
entirety of the $3 billion loan. Lawmakers in North Carolina cut
unemployment benefits to pay off the state’s federal loan.
This is not the first time Illinois has relied on bonds to repay the
federal government for an unemployment insurance loan. In
2004, Illinois issued $712 million in bonds for that purpose that
were repaid within two years.  n

State Borrows to Pay Federal Government
FOCUS ON REVENUE

with jurisdiction over specific areas of the state, governed by
boards ranging in size from 10 to 27 members. They may sell
bonds for specified purposes, such as to help finance construc-
tion projects, industrial development, airport and port district
improvements, or expansion of commerce.  In general, bonds
issued by those authorities are not considered obligations of
the State, and are backed by the revenues of the underlying
entity issuing the bonds.  Statutes governing some of the
authorities allow them to issue bonds covered by the state’s
moral obligation pledge in certain situations, but that is grant-
ed rarely.  The most recent moral obligation bond issue was in
October 2010, when the Illinois Finance Authority issued debt
under the Financially Distressed Cities Law for East St. Louis to
refund some earlier bonds.

STATE AGENCIES ASSIST WITH DEBT
continued from page 11—
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In addition, there are authorities with similar goals and powers
created in statute, but that do not currently have appointed
board members. Such authorities include the Illinois Urban
Development Authority and the Riverdale Development Authori-
ty.  There are also at least two redevelopment commissions that
may issue bonds—the Chanute-Rantoul National Aviation Cen-
ter Redevelopment Commission and the Fort Sheridan Redevel-
opment Commission.
The state also has other authorities that issue bonds for very
specific purposes backed by specific locally imposed taxes.
These include the Illinois Sports Facilities Authority, which issued
the bonds for U.S. Cellular Field and the Soldier Field stadium
remodel in Chicago, and the Metropolitan Pier and Exposition
Authority that has issued bonds for the McCormick Place con-
vention center complex. n

ILLINOIS ISSUES $1.47 bILLION IN UNEmpLOymENT TRUST fUND bONDS
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• At the end of fiscal year 2013, Illinois had $26.87 bil-
lion in general obligation bonds outstanding, includ-
ing $14.686 billion of general obligation pension
funding bonds.  

• General obligation bond debt service totaled approxi-
mately $2.97 billion in FY 2013, of which $1.4 billion
was for capital related bonds.

• Since December 2008, the state’s general obligation
bonds have been downgraded four times by Fitch,

four times by Standard & Poor’s, and five times by
Moody’s.  

• Illinois issued nearly $1.47 billion in revenue bonds
in 2012 to reimburse the federal government for
debts incurred through the state’s unemployment
insurance program. 

• According to a 2013 report by Moody’s  looking at
all states, Illinois was 9th in debt per capita and 10th
in debt as a percent of personal income overall. n

DID YOU KNOW?
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